September 26, 2006

Mr. Richard Krolak

Chief, CalPERS Office of Long Term Care
400 P Street, 5" floor

Sacramento, CA 95814

Subject: CalPERS LTC Program — Proposed Mltlga,tlon nitiative —

For Discussion at October 3™ Meeting _ .

Dear Mr. Krolak:

sed at recent Adv1sory
lease note that the information

specific proposed mitigation initiative presented an
Committee and Health Benefits Committee meetings.
presented here is based on recently compl

Proposed Mitigation Plan

LTC-2 po. icies th ;:"* when combined with the other mitigation actions, resulted in
the target funding level.

° We then developed a rate adjustment scenario by plan using 2006 rate levels as
caps, and assuming that the needed aggregate rate adjustment would be
implemented through a two-step process effective 7/1/07 and 7/1/08.

Attachments 1 and 2 summarize all of the above.

Please note that, as labeled, the proposed rate adjustment scenario relates only LTC-1
and LTC-2 policies. In the aggregate, projection results for LTC-3 policies (i.e., 2005
and 2006 issues) appear to break even and contribute to surplus, respectively.
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Attachment 3 summarizes estimated rate increase amounts by benefit plan and age for a
typical maximum daily benefit amount given 2003-like socialization and a proposed
2007 socialization scheme revised consistent with previous discussions (i.e., narrowing
the socialization range).

Please note that, based on our judgment, we revised the proposed 2007 socialization
structure as compared to the corresponding 2003 structure because the relatively high
aggregate increase amounts made a 2003-like structure unworkable given the
Committee’s objectives for socialization.

Attachment 4 is an updated competitive comparison including estimates of inforce
program rates assuming that both steps of the two- step mcrease have been implemented

to be rev1sed.

mplementation

As indicated in my lasﬂ/etter based on my experience, regardless of the mitigation plan
agreed upon, we will not be able to identify or understand all of the issues involved with
the plan until we begin to work through the implementation process. Given that, I would
recommend that any decisions made by the Advisory Committee or the Board be open-
ended enough to allow for adjustments that are consistent with original intent. Of course
any adjustments would be subject to approval as well.

2

Regarding the implementation of the 2007 Benefit Increase Option (BIO) and the
interaction of that process with a rate increase implementation process, regardless of
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whether the BIO is implemented before or after the rate increase, the premiums
associated with the BIO should reflect post-increase rate levels.

Benchmarking, Measurement and Reporting

As also mentioned in my last letter, regardless of what plan is agreed upon and
implemented, care should be taken that the appropriate benchmarks are set,
measurements are in place, and reporting takes place so that those responsible for
managing the program will have the data/information they need to understand how the
program is progressing in relation to the plan established.

Ongoing Efforts
Given the subject matter(s) we are attempting to cover i
Advisory Committee meeting, I have omitted the usual_ldl

S lettew and in the upcoming

related analyses, correspondence, etc.”

Conclusion

Sincerely,

Karl G. Volkmar, FSA, MAAA, FCA
Principal & Consultmg Ac ary
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9/26/2006

Estimated
Aggregate
Target
Increases
2823%
T.14%
12.91%

i8,46%

26.94%
4:.9.66%
26.14%

8.75%:

6.00%
116:00%

Estimated
Aggregate
Target
Increases
23.20%
T 14%
12.96%
6.46%
26.81%
- 9.86%
26 60%
8.75%

6:00%;

6.:00%

Attachment 3

CalPERS LTC Program
Summary of Proposed Mitigation/Rate Increase Scenarios

Actual 2003 Rate Increases by Plan and Age

Age 50 Age 55 Age 60 Age 65 Age 70 Age 75
30.00%  30.00% 2250% 16.00%  10.50% 6.00%
10.00%  10.00% 8.00% 6.00% 6.00% 6.00%
22.30%  20.00% 15.00%  10.00% 7.30% 6.00%
10.00%  10.00% 8.00% 6.00% 6.00% 6.00%
30.00%  30.00%  30.00%  30.00% 2550%  20.00%
13.00%  13.00% 13.00%  13.00% 9.50% 6.00%
30.00%  30.00% 30.00% 30.00% 25.50%  20.00%
13.00%  13.00%  13.00%  13.00% 9.50% 6.00%

6.00% 6.00% 6.00% 6.00% 6.00% 6.00%
6.00% 6.00% 6.00% 6.00% 6.00% 6.00%

Age 50 Age 55 Age 60 Age 65 Age 70 Age 75

25.00%  25.00%  25.00%  20.00% 15.00%  10.00%
7.14% 7.14% 7.14% 7.14% 7.14% 7.14%
17.50%  15.00% 1250%  10.00%  10.00%  10.00%
6.46% 6.46% 6.46% 6.46% 6.46% 6.46%
27.50%  27.50%  27.50% 27.50% 27.50% 25.00%
9.66% 9.66% 9.66% 9.66% 9.66% 9.66%
27.50%  27.50% 27.50% 27.50% 27.50%  25.00%
8.75% 8.75% 8.75% 8.75% 8.75% 8.75%
6.00% 6.00% 6.00% 6.00% 6.00% 6.00%
6.00% 6.00% 6.00% 6.00% 6.00% 6.00%
2:51 PM Attachment 3 - 060926 - KGV Revisions
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Plan
CLi
CL
C3i
Cc3
NLi
NL
NSi
N3
P2
P1

Attachment 3

CalPERS LTC Program
Summary of Proposed Mitigation/Rate Increase Scenarios

Estimated Ultimate Proposed Rate Increases by Plan and Age

Aggregate
Proposed
Increases

45.40%
45.40%
18.70%

4.90%
45.40%
45.40%
18.70%

4.90%
18.70%

4.90%

Using 2003-Like "Socialization"
For LTC-1 & LTC-2

Age 50 Age 55 Age 60 Age 65 Age 70 Age 75
58.64%  58.64% 43.98% 3127% 2052% 11.73%
63.60% 63.60% 50.88%  38.16% 38.16%  38.16%
32.31%  28.98% 21.73%  14.49%  10.58% 8.69%

7.59% 7.59% 6.07% 4.55% 4.55% 4.55%
50.55% 50.55% 50.55% 50.55% 42 97% 33.70%
61.12% 61.12% 61.12% 61.12% 44.66% 28.21%
21.46% 21.46% 21.46% 21.46% 18.24% 14.31%

7.28% 7.28% 7.28% 7.28% 5.32% 3.36%
18.70% 18.70% 18.70% 18.70% 18.70% 18.70%

4.90% 4.90% 4.90% 4.90% 4.90% 4.90%

Estimated Ultimate Proposed Monthly Premium Increases by Plan and Age for a $130 MDB

Aggregate

Proposed

Increases
By Age
By Age
By Age
By Age
By Age
By Age
By Age
By Age
By Age

Using 2003-Like "Socialization”
For LTC-1 & LTC-2

Age 50 Age 55 Age 60 Age 65 Age 70 Age 75
$67 $86 $82 $77 $68 $53
$24 $34 $38 $45 $73 $116
$27 $30 $28 $24 $24 $28

$2 $3 $3 $4 $6 $9

$40 $51 $68 $90 $101 $101

$17 $23 $32 $47 $51 $48

$13 $17 $23 $30 $34 $34

$2 $2 $3 $4 $5 $5

$14 $18 $23 $30 $41 $57
2:51 PM Attachment 3 - 060926 - KGV Revisions



Attachment 3

CalPERS LTC Program
Summary of Proposed Mitigation/Rate Increase Scenarios

Estimated Ultimate Proposed Rate Increases by Plan and Age
Using Proposed 2007 "Socialization”
ForLTC-1 & LTC-2

Aggregate
Proposed
Plan Increases Age 50 Age 55 Age 60 Age 65 Age 70 Age 75
CLi 45.40% 4891% 4891% 4891% 39.13% 2935%  19.56%
CL 45.40% 48.91% 1 48.91% 7 48.91% 39.13% . 29.35% 19.56%
C3i 18.70% 2526%  21.65%  18.04% 14.43%  14.43% 14.43%
C3 4.90% 4.90% 4.90% 4.90% 4.90% 4.90% 4.90%
NLi 45.40% 46.57%  46.57%  A48.57%  46.57%  46.57%  42.34%
NL 45.40% A48:57% . AB.B7%: i ABSTY 4657 % . ABET% = 40.34%
N3i 18.70% 19.33% 19.33% 19.33% 19.33%  19.33% 17.57%
N3 4.90% 4.90% 4.90% 4.90% 4.90% 4.90% 4.90%
P2 18.70% 18.70% 18.70% 18.70% 18.70% 18.70%  18.70%
P1 4.90% 4.90% 4.90% 4.90% 4.90% 4.90% 4.90%

Estimated Ultimate Proposed Monthly Premium Increases by Plan and Age for a $130 MDB
Using Proposed 2007 “"Socialization”
For LTC-1 & LTC-2

Aggregate
Proposed
Plan Increases Age 50 Age 55 Age 60 Age 65 Age 70 Age 75
ClLi By Age $56 $72 $92 $96 $97 $89
cL By Age $19 $26 $37 $46 $56 $59
C3i By Age $21 $23 $23 $24 $33 $46
Cc3 By Age $2 $2 $3 $4 $6 $10
NLi By Age $37 $47 $63 $83 $109 $127
NL By Age $13 $17 $24 $36 $53 $72
N3i By Age $12 $15 $20 $27 $36 $42
N3 By Age $1 $1 $2 $3 $4 $7
P2 By Age $14 $18 $23 $30 $41 $57

9/26/2006 2:51 PM Attachment 3 - 060926 - KGV Revisions
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